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SALE OF DEBT SECURITIES BY CHURCHES

This Release sets forth the standards and procedures which
generally will be followed with respect to an application filed
by & church for permit to issue promissory notes or other debt
securities pursuant to Section 25113 of the Corporate Securities
Law of 1968, :

Under the Corporate Securities Law of 1968, the public sale
of promissory notes or other debt securities by a church ordi-
narily must be qualified by obtaining a perrit from the Corwveis-
sioner of Corporations prior to the offer. If the cfferidg cf
the church securities is addressed to the gencral public without
limitation, compliance with the Rules of the Cormissioner gener-
ally spplicable to public offerings of debt securitices is reguired,
and reference should be had to these Rules, especially Rules
260.140.4 and 260.140.5. However, if the offering is limited to
members of the church and persons closcly related to them (see
paragraph 5 below), the Commissioner will assume that their invest-
ment decision is based, in part at least, upon religious and char-
itable intentions. In that event, the church is expectcd to meet
the following minimum requirements:

1. A written application for qualification of the sale
and issuance of the securities must be filed with
the Department, accompanied by the statutory filing
fee (see paragraph 9, below). The application should
have as its first page the facing page required by
Section 260.110 of the Commissioner's Rulee, and
should contain the information required by Section
260.113 of said Rules. Form of the facing page and
application for qualification by permit may be obtained
at any office of the Department. The appropriate blanks
of the facing page and application form should Le ...
pleted as indicated thereon, and additional informaticn
as required below should be set forth in item 1% of the
foxrm. :

2. If any portien of the net proceeds from the sale cof the
securities is to be used for the construction of a sanc-
twary or other real estate improvemesnts, 2 detailed plan
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of such construction and a statement of estimated cost
should be set forth with respect to each part of the
project. The cost estimate should be substantiated by

a statement of a qualified contractor or other qualified
and independent person. The application should show that
with the proceeds of the proposed financing, the appli-
cant will have funds sufficient to complete the project.

The application should show that the aggregate amount of
indebtedness of the applicant, including that proposed
to be incurred, will bear a reasonable relationship to
the resources available to the applicant for the purpose
of mesting commitments on account of principal and inter-
est. PFor this purpose the applicant's receipts are ccm-
puted on the basis of past experience. Inasmuch as many
churches allocate one-third of their receipts for benev-
olent expenditures and one-third for operational costs,
including salaries, an aggregate amount of indebtedness,

‘including that proposed to be incurred, which can be

serviced as to principal and interest with one-third of
the applicant's weekly receipts, is presumptively reason-
able. However, the applicant may be able to justify incur-
ring a larger indebtedness by demonstrating its ability to

tea more than one-third of its receipts to the service
of its indebtedness, by demonstrating that an increase in
its receipts is to be anticipated in line with significant
past experience or as a result of the improvements to be
provided with the proceeds of the proposed financing, or
for other appropriate reasons.

The application should show that the board of trustees
of the applicant has adopted a resolution, copy of which
should be attached to the application as an exhibit;

(a) providing for a fund devoted exclusively to the
payment of interest and principal on the debt
securities proposed to be issued and pledging
a specified portion of the weekly receipts of
the applicant to the payment of such interest
and principal. The portion so pledged should
be sufficient for the payment of current inter-
est and maturing installments of principal;

(b) providing that all monies collected from the
sale of securities shall be accumulated in a
trust account available only for expenditures
om account of the project for which the indebt-
edness is to be incurred; and
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(c) providing that such fund and trust account shall
be maintained with and administered by a California
bank or savings and loan association.

The application and offering circular should indicate that
the sale of the debt securities will be limited to a oroup,
each of which is an individual who, prior to his solicita-
tion for the purchase of a note, was a member of, contribu-
tor to, or participant in, the church or in any specified
program, activity or organization which constitutes a part
of the church, or who is an ancestor or descendant of such
an individual.

Because of the limited scope of the offering, comissions

- if necessary at all - should be at reduced rates commen-
surate with the sales effort of the broler and tcking intc
consideration any spucial services whic- may be rendered

to the church. In any event, the amount payable on account
of commissions siiall not exceed 2 1l/2¢ of the monies coli-
lected from the sale of securities.

Appropriate limitations should be imposcli upon the treansfer
of the debt securities (and such limitaticns should Lo sat
forth and explaineé in the offcring circulars) 21

a
tain ownership of the debt securities witain the gro s
of the date of transfer specified pursuant to parecrapi. S.
Such limitations shouid allow transfers by way of sale onlv
to members of such group but permit such debt securitics to
be transferred to any person by way of gift or as security
for a loan.

The offering should be accompanied by full and complete
disclosure of the terms and ccaditions of the pro; rsed
financing in terms which will be undurstond by the rer-
sons to whom the offering is directed. 35uch 4xsc105:re
should be rmade by means of an offering circular pregared
by the applicant and attached as an exhibit tco the appli-
cation. The offering circular should include a statement
of the purposes to whicin the proceeds from the sal- of
securities will be applird, the resources available for
repayment of the indebtedness with interest thereon, the
manner in which such rcpayment is proposed to be mads ard
the information specified in paragraph 7. If the purchasers
of the securities are given the opporturnity to make paynent
therefor by means of borrowinc or other financing proce-
dures, these procedures should be clearly set forth, ani
all expenses and charges, including thos¢ on account of
interest or loss of interest, if any, should be disclosed.
The offering circular should not include ambiguous cr
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misleading language. Such terms as "lay-away plan”, "safe
investment® or “"revenue bonds" will not be approved. Unse-
cured promissory notes may not be described as “bonds®.

The filing fee is $100 plus 1/10 of 1% of the face amount
of the promiseory notes or other debt securities sought
to ba sold in California. (The Law provides that in no
svant shall the aggregate fee be more than $1,500.00.)

If the permit is granted, it will ordinarily be effective
for a pericd of 12 months.

Ia the discretiea of the Cosmissioner, similar standards will be
applied in amal situations in which other charitable organi-
zations atre seeking financing.

WILLIE R. BARNES
Cosmissioner of Corporations

Ooffice of Policy
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